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Since the eighties of last century, fiscal decentralization has become the general 
trend of international social development; it has also been proved through practice as 
a system that is beneficial to the development of a country's economy. With the fiscal 
decentralization, in particular the launch of tax decentralization between different 
levels of government, the vertical tax competition about tax resources at all levels of 
government has also produced. Since Chinese reform and opening up, the 
decentralized system has gradually established, and the autonomous capacity of local 
governments in the regional affairs has also increased. As China's local governments 
were given more and more fiscal authorities and their own independent economic 
interests gradually formed, the vertical tax competition in our country began to 
emerge. China is a centralized nation and its vertical tax competition has own 
characteristics that are different from that of federal state. This centralized political 
system makes the status of China's central and local governments in tax competition 
seriously unequal, local governments therefore are forced to take non-standardized 
means in competition. Along with the deepening of the fiscal and tax system, these 
non-standardized competitions intensified and produced many serious problems, 
which have threatened the healthy and stable development of the national economy in 
our country.  
Based on the above understanding, we start from the theory of the vertical tax 
competition in this paper, and analyze in depth the unique characteristics of China’s 
vertical tax competition, as well as the issues arising from the non-standardized 
competition. In the basis of theoretical analysis, this paper has selected two specific 
taxes, land tax and income tax, and empirically tested the theory. By comparing the 
changes of the land tax revenue before and after the 1994 reform of tax sharing 
system, we test the existence of vertical tax competition between central and local 
governments. Also by analyzing the changes in the sharing ratios of income tax in the 
end of 2001, we verify from the perspective of specific case the degree of China's 
vertical tax competition and the problems arising from the non-standardized 
competition. Finally, this paper also raises specific policy recommendations about 
standardizing China's vertical tax competition. 
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